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HSBC is a British multinational holding company in the field of banking and financial services. The bank was founded in March 1865 and has been serving up to date 39 million customers around the world (Wikipedia, 2019). HSBC is the biggest bank in Europe and the seventh biggest in the world with total assets of $ 2,585 trillion. HSBC serves its customers through 4 major business that are: Commercial Banking, Retail Banking and Wealth Management, Global Private Banking and Global Banking and Markets (Group, 2019). 
In its history, HSBC can “boast”a host of good and bad events. One of the most important events for the bank is the big scandal “ Swiss Leaks” in February 2015. From this scandal, The Guardian reported, that the Swiss subsidiary of the bank was accused of avoiding taxes (Treanor, 2015). One of the consequences of this unfavorable investigation for the bank is the curse of Herve Falciani for the dissemination of secret bank data for tax fraud. The second consequence is that in November 2017, HSBC paid £ 262 million to the French authorities to settle the long-standing investigation into the case “Swiss Leaks” (BBC, 2018). In an open interview with Channel Four, Peter Oborne, former chief political commentator of “Telegraph”, claimed that the reason for his resignation was the cover of HSBC for advertising, on the occasion of the scandal in Switzerland, on the part of the newspaper (Snow, 2015).
One of the most gloomy scandals in the bank's 153-year history is her condemnation by Mexican families for “money laundering” in 2016 (Harris, 2016). This scandal costs HSBC fines amounting to $ 1.9 billion, as well as criticism from politicians that call investors to break down (Arnold, 2018). 
The series of scandals occurred during the reign of Statuart Gulliver, Chief Executive Officer of HSBC until 21st of February 2018, when was succeeded by John Flint (Arnold, 2018). Despite unfavorable events that Gulliver faced during his management, the HSBC came out in a strong position from the financial crisis, compared to its competitors. To overcome the budgetary emergency, Gulliver rebuilt the bank by offering more than 100 businesses in weaker markets such as Brazil. As a result of its management, it can be said that the new leaders are closing the bank in a “better time”, in which interest rates are higher, and fines and scandals are in the past of HSBC (Arnold, 2018).
We cannot fail to mention the position of the bank at the leading news in early 2019, namely Brexit. Despite its worry, HSBC is least exposed to Brexit than its competitors in London. When Brexith arrives, we will understand how the bank intends to cope, because until now the impact of uncertainty remains limited to the HSBC (Warner, 2019).
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Critical Review of the bank performance

After going through a consolidation period after the financial crisis in 2008, in the banking sector in Great Britain dominate mainly the big banks, called “The Big Five”. These are HSBC, Barclays, Santander, Lloyds and Royal Bank of Scotland (RBS). Together, they own 85% of the market share in the UK, which makes the banking market in the UK one of the most concentrated in the world (Lunn, 2017). HSBC- the main bank in our report, has a 12% market share in the UK and it is highly concentrated, and its competitor Barclays-18% (Lunn, 2017). With the help of bank performance ratio analysis for both banks, we will understand how they operate in the market and what their financial situation is. We will look into assess capitalization, liquidity and asset quality ratios of HSBC for the past 5 years and Barclays for the current year. 
Table 1 Tier 1 Capital Ratio 
	HSBC
	2014
	2015
	2016
	2017
	2018
	Barclays (2018)

	Tier 1 capital ratio
	
10.9%
	
11.9%
	
13.6%
	
14.5%
	
14%
	
12.7%


Sources: (S.Brush & S.Spezzati, 2018) and (Statista, 2019)
By its nature, bank capital represents its net value which the bank holds and can assume its losses in bankruptcy. As banks occupy a significant part of the economy, national authorities monitor their regulatory capital through the framework BASEL III. Under this framework, the regulatory bank capital is divided into 3 levels.  Tier 1 capital adds the Bank's own capital and retained earnings. The minimum requirement is to be 4.5%. It is also the main source for measuring the financial strength of the bank. Tier 2 capital is additional and less susceptible to Tier 1 capital because it is more difficult to calculate, therefore its minimum ratio is 2% (Hayes, 2019). Tier 2 is the overall regulatory capital focused on reducing the risk of shock across the system. By 2017, it remained unchanged at 8% (Chen, 2018). 
Table 1 shows us, that for the 2014-2018 period of the HSBC, there is a gradual increase in the Tier 1 capital ratio. The fall in Tier 1 in 2018 as opposed to 2017 is due to foreign currency exchange rates, redemption of shares and increase in deductions for intangible assets (PLC, 2018). On the one hand, increase from 10.9% in 2014 to 14% in 2018, makes the bank emphatically able to handle any kind of budgetary trouble (PLC, 2014). 
On the other hand, financial institution has overseen to extend its misfortune retaining capacity and investing in its shares, the shareholders can be seriously secured. But according to the regulatory framework BASEL III, the ratio of Tier 1 capital to HSBC in the 5-year period not only corresponds to the required 4.5%, but compared with it, it is also much stronger (Team, 2017). Unlike HSBC, their competitors Barclays, reported their lowest ratio of Tier 1 capital to a percentage of 12.7% in 2018. This means that Barclays has lower capital and higher Risk Weighted Assets(RWA) than HSBC. This result shows us that although they meet the requirements of the regulatory framework, in unfavorable situations, the risk to withstand credit losses is greater and that Barclay's financial health is not as good as HSBC (S.Brush & S.Spezzati, 2018).

Table 2 Capital adequacy ratio and Leverage ratio 
	HSBC
	2014
	2015
	2016
	2017
	2018
	Barclays (2018)

	Capital adequacy ratio
	15.6%
	17.2%
	20.1%
	20.9%
	
20%
	
16.7%

	
Leverage ratio
	
5%
	
4%
	
4.1%
	
5.6%
	
5.5%
	
4.9%


Sources: HSBC Annual Reports (2014-2018) and Barclays Annual Report (2018)
Capital adequacy ratio (CAR) and leverage ratio look after quality of capitalization of the banks, while solvency ratio measures the risk. Capital adequacy is a ratio, shows the bank's available capital in respect of its debt, and measures the financial risk. According to the regulatory framework of BASEL 3, the minimum requirement for this coefficient is 10.5% (Hayes, 2019).  
A gradual increase of 15.6% to 20% is observed for the study period of HSBC. This increase is the result of an increase in Tier 1 and Tier 2 capitals. High percentages mean that HSBC has enough money to incur losses before it becomes insolvent. In 2018, Barclays reports 16.7% and meets the minimum requirement. However, HSBC percentage is higher, therefore considered to be more stable and safe and can protect the assets of its counterparts compared to Barclays.
The second indicator in the capital structure measurement table 2 is the leverage ratio. This is a financial ratio, which appears how much capital comes into one bank within the frame of obligation (W.Kenton & A.Hayes, 2019). 
For the studied period, the HSBC movement on leverage ratio is about 4-5%, and 4.9% for Barclays on the current year. The lower Barclays rate means that the bank finances its operations mainly with equity and not of debt. When the leverage ratio is low, then the risk for the bank is lower. Except for the slight decline to 4% in 2015-2016 for HSBC, leverage coefficient increases to 5.5% by 2018, due to development in client loaning and financial investments (PLC, 2018). The minimum requirement for this indicator of 3.25% was supplemented with 0.7% at 31 December 2018, respectively the bank has exceeded it (PLC, 2018). Yet, higher obligation levels may be unsafe to HSBC, since they cannot compose of the resources that are financed by an obligation, as they are the duty of bondholders and investors of the bank. It is important to mention that the financial crisis in 2008 had a rather unfavorable impact on the banking sector and in particular bank reserves in the UK. HSBC, as part of the largest banks, was not only forced to start operations, with which to strengthen its capital base, as opposed to Barclays and RBS. And this led to a strong asset position in the balance sheet of HSBC in UK (Association, 2012)

Table 3 Liquidity ratios
	HSBC
	2014
	2015
	2016
	2017
	2018
	Barclays (2018)

	Liquidity Coverage ratio
	

	
159.8%
	
136%
	
142%
	
154%
	
147%

	Loan growth ratio
	
-2.29
	
-6.62
	
-6.44
	
10.92
	
0.048
	
0.73

	Deposit growth ratio
	
-1.36
	
-5.88
	
-0.87
	
7.66
	
-1.07
	
-0.98

	Loan/deposit growth ratio
	
80.47%
	
78.70%
	
74.63%
	
77.20%
	
77.34%
	
82.67%


Sources: HSBC Annual Reports (2014-2018) and Barclays Annual Report (2018)
Liquidity coverage (LCR) ratio is part of the external analysis of the banking sector. Liquidity coverage ratio (LCR) is focused on current short obligations and its primary purpose is to make the bank capable of serving its customers when a large number of bank customers have withdrawn their money from it. LCR is a ratio compliant with the Basel III requirement, that each bank must have liquid assets, sufficient to cover 100% of their outgoing cash flows for 30 days. The higher the liquidity rate of the bank, the better the coverage of its debts (W.Kenton & C.Murphy, 2019). 
In the Table 3, a result of HSBC in 2014 on this indicator is not specified because it was introduced as a requirement for banks from January 2015 (PLC, 2015). In the review of the 2015-2017 period for HSBC, there is a downward trend of 159.8% to 142%. This downward trend is due to the decline in the Bank's high-quality assets (PLC, 2017). However, at 31 December 2018, the Bank notes in its Annual report, that all major operating structures exceed the statutory minimum levels (PLC, 2018). With their 154%, as showed in the table, the bank fully meets the requirements of Basel III, and the same applies to their competitors, Barclays with the result of 147%. However, we can say that HSBC's liquidity and funding position remain stronger to meet its liquidity needs in a 30-day liquidity stress scenario in 2018 than Barclays.
As a result of strict regulations, following the recession, banks are more conservative in their credit practices, as the level of risk assets held by her affects its cash flow and therefore the attractiveness of its shares as an investment. Loans are bank assets and deposits are bank liabilities, an increase in loans and deposits expands banks’ balance sheets (K.Matthews & F.Mishkin, 2013).
Loans growth ratio indicates the growth rate of gross loans between the previous and the current year (K.Matthews & F.Mishkin, 2013). The writer of this analysis should note when talk about loans, that HSBC will return to consumer lending in cash in 2019 after making a “big game” with the purchase of the household mortgage lender in 2009, from which it wrote off 10.6 billion (Noonan, 2018). For the surveyed period, this indicator did not show particularly good results for HSBC. Less than half of the HSBC’s total assets are made up of loans. Despite the positive figures for the past two years (2017-2018), the bank reported lower revenues from lending, driven by margin compression from continued mortgage (PLC, 2018). HSBC must take into account the credit risk it assumes when lending to customers who may not be able to repay their loans, to avoid the same trouble as in USA. For the current year, the result of Barclays shows that they are more cautious in terms of lending than HSBC (PLC, 2018). 
Deposit growth ratio provides information to investors how much credit a bank can make (Simpson, 2019). Both banks do not show good results on this indicator. However, the good news is that most of them are on customer’s deposits, namely that they carry the lowest risk for HSBC and Barclays.
The last measurement from Table 3 is loan-to-deposit ratio (LTD). It helps investors to assess the bank's liquidity, and also shows how well it manages to attract and retain customers (Simpson, 2019). Both HSBC and Barclays maintain high percentages of 70-80%, which means that in case of unpleasant changes in their deposit base they are able to deal with them. And although Barclays has a higher percentage of 82.67%, than HSBC in 77.34% for 2018, HSBC remains the only one of the five largest banks in the UK to have more deposits than loans. But because of that it fully finances its own operations, HSBC is defined as less risky than Barclays (PLC, 2018).
Of all indicators, that measure the liquidity of banks, we can summarize that the liquidity of the HSBC is more favorable than the Barclays liquidity. Due to better liquidity, in the event of an unfavorable macro event, the HSBC is better able to cover its financial swings compared to Barclays.


Table 4 Asset quality, Efficiency and Return on Equity ratios
	HSBC
	
2014
	
2015
	
2016
	
2017
	
2018
	Barclays (2018)

	Asset quality
Ratio
	
41.26%

	
42.12%
	
39.98%
	
41.77%
	
41.20%
	
28.80%

	Efficiency ratio
	
0.39
	
0.38
	
0.36
	
0.39
	
0.52
	
0.77

	
ROE
	
7.3%
	
7.2%
	
0.8%
	
5.9%
	
7.7%
	
4.7%


Sources: HSBC Annual Reports (2014-2018) and Barclays Annual Report (2018)
This Table 4 shows results of the latest indicators that we will analyze for both banks in this report. 
Resource Quality is a basic portion of keeping money and is, one of the basic ranges in deciding the generally condition of a bank. The essential calculation influencing by and large resource quality is the quality of the credit portfolio and the credit organization program. Credits ordinarily contain the biggest share of a bank's resources. It is required that the volume of assets of the bank be significantly higher than the amount of credit paid by the bank, otherwise the bank will not be able to raise the capital needed to cover its own obligations (K.Matthews & F.Mishkin, 2013). 
For the period 2014-2018, HSBC paid its loan on average to 42% of its total assets. Exception make for 39.98% in 2016, which are the result of the UK vote on BREXIT, low interest rates and unemployment, which weakened bank revenue and credit quality (PLC, 2016). Although problem loans increased and the profitability of the banks surveyed was put at risk, they remained healthy due to their capital positions and stable liquidity (Pfeuti, 2017). For 2018, HSBC has a higher percentage than Barclays, but HSBC has a significantly high capital to service its debt, so investors and creditors can feel secure when investing in it. 
Efficiency ratio measures how much the bank pays for working costs and appears how productive it is. Usually for maximum optimal ratio is considered 0.5, but the lower are better (Ahern, 2017). 
The 5-year HSBC study period shows that the bank is doing good results on the efficiency ratio. Even this indicator is lower than the maximum allowable. To average 0.3, means that the bank wins more than it spends. For the last 2018, HSBC is a bit over the border with 0.52, while the Barclays has a pretty high score 0.77. This high score brings to Barclays the end of the accounting year at a loss, which is due to the increase in costs such as litigation and conduct charges (PLC, 2018). On this ratio, HSBC is more powerful financially than Barclays.
Return on equity (ROE), is a central measure of performance in the banking industry. It reveals how effective the investments are from investors in a bank, and what profit the bank generates from them. ROE's overall estimate, which is considered to be favorable for investment purpose, is from 15% to 20% (Maverick, 2019).
The numbers in Table 4 show that HSBC uses its own capital properly, and it achieves a higher return, unlike Barclays. On the other hand, the low rate of Barclays means that the efficiency of the capital used as well as the yield of the bank is lower compared to the HSBC. Also, with regard to ROE, both banks pay more for their capital than for generating it in return. Overall, HSBC's balanced capital structure means that its return will be sustainable in the long run, while Barclays' return on capital is not strong enough to cover its own equity costs. 
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Following the unfavorable impact of the financial crisis in the banking sector, banks managed to recover their power. Nowadays, however, in order to increase their profit and maintain their efficiency, they face a number of challenges. 
High competition is the first issue which each bank needs to consider. I point out the competition because the first place in each sector is only one. Of course, the biggest bank in Europe HSBC, cannot be easily displaced by the smaller banks in England, but it has to be careful with the digital banks. As an example, the private startup company, Revolut, which was set up only in 2015, was estimated at 1.22 billion pounds. With the launch of its application, for personal banking and crypto-roll, Revolut gathered 1.7 million consumers in Europe. Another competitive threat to the HSBC was founded in 2014, Atom Bank. It is the first digital bank, which has been licensed by the Bank of England. “Thanks” to Revolut and Atom Bank, the dominated by The Big Five bank market was shaken (King, 2018).
Customer rating is another challenge. To keep customers, banks have to find the right way to meet their need. But in order to win new ones, besides advertising, they can also rely on the feedback from their real clients. HSBC has a lot of work to do to meet this challenge, since being valued as one of the bad banks for customer satisfaction (Cavaglieri, 2019).
Technological changes in the banking sector. Technology is being developed every day, and online banking is part of it, so banks need to keep track of developments and trends to keep advantage in front of their competitors. Our research bank, HSBC, can easily overcome this challenge because it always makes innovation and transforms faster than other banks. As an example is their open-banking application “Beta”, whereby the bank opens its data (Carey, 2017).
The issue of stress tests. Bank of England use stress testing, putting them in the worst scenario, to assess how healthy the UK banks are. After the last test in 2018, conducted by Bank of England with scenarios, an increase in unemployment to 9.5%, interest rate to 4% and the crisis-4.7%, as well as a decline in house prices with 33%, 27% drop in pounds, all the leading banks in the UK have passed successfully (Jones, 2018). HSBC passed the most severe stress test with the result of 9.8%, and the lowest scores were for Barclays (6.37%) and Lloyds (6.8%) (Makortoff, 2018). The central bank notes in its report that British banks are stable and strong enough, to deal with financial turmoil in the banking system (BOE, 2018).
BREXIT. The vote of the UK in 2016, for its exit from the European Union, put the banking sector and the country's economy in great uncertainty. Banks faced dilemmas whether to leave or stay in London, as the city is the largest player in the investment banking sector in Europe. On the one hand, the banking sector has lost this uncertainty because if it was not, banks could raise their interest rates, as inflation has been rising. On the other hand, the UK government will suffer from corporate tax losses and income losses as 1.1 million people work in the financial sector (Curphey, 2018). It has already been mentioned that the leading banks in London are strong enough to cope with the worst situation of BREXIT. Although the country did not leave EU on the requested date, the subject of BREXIT remains with an unclear outcome and a great deal of uncertainty for the UK.
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Financial markets are an important element of each modern market economy. More generally, financial markets are the ones on which they are traded in financial assets such as different types of securities. They provide the so-called direct financing in the economy, i.e. the savings are directly transformed into investments, without the intervention of financial intermediaries. These markets can be classified according to different criteria. We are going to look at the financial markets depending on the type of issues of securities (Pilbeam, 2005). According to this dependence they are divided into primary markets, where treasury bills are traded, which are short-term debt financial instruments, and secondary ones, which are traded on already issued securities (Pilbeam, 2005). 
Primary market in the UK
These markets are also known as "Markets wholesale "because households do not participate in them due to the fact that transactions are too large. In the UK, these markets account for the bulk of the debt. They create the following opportunities for their participants: on the one hand, invest safely on a temporary basis free funds, and on the other - to manage their liquidity by obtaining short-term loans (Pilbeam, 2005). Short-term debt may have maturity of 24 hours to about 12 months, interbank lending and UK government credit by buying treasury bills are money market transactions. 
[bookmark: _GoBack]Primary markets are called popular first-hand markets. They are issuers of securities (corporations, local authorities and government) actually raise capital. An issuer of securities in the UK is the government. Usually, The Government of England issues treasury bills on a weekly or monthly basis, from the "Debt management" account, as they are liabilities, and their unconditional obligations (DMO, 2019). Four main players have the primary market and they are corporations, institutions, investment banks and public accountancy firms. HSBC is one of the leading investment banks that play on this market (CFI, 2019). 
The issuance of treasury bills by The Bank of England, is done, in order to regulate money supply in the open market. Usually treasury bills are sold at a discount, with no interest. Financial instruments issued by The Bank of England bear risk-free returns to investors and are of immense importance to them. Initial participants in treasury bills are banks. Their participation in auctions for government securities is on behalf of investors, after a pre-agreed condition (DMO, 2019). Treasury bills used in primary markets are:
Weekly Treasury Bill Tenders- are issued at weekly auctions, usually on Friday because it is the last working day of the week. Usually, treasury bills, which are traded weekly, have maturity of one, three and six months. Any public purchaser of the estate can purchase them at the auctions only through the initial participants and required minimum purchase of £500,000 (DMO, 2019).
Ad Hoc Treasury Bill Tenders- where auctions of treasury bills are with maturity of 1 to 364 days on an ad hoc basis. The treasury bills issued on this ad hoc basis should be exactly the same as with weekly auctions (DMO, 2019).
Bilateral Treasury Bill Facility- On the one hand, upon request by the contractors, DMO issues treasury bills on a bilateral basis. On the other hand, DMO will issue an account only if it is satisfied that it meets its operational requirements. Although there is no maximum amount for such a claim, DMO has the right to limit this amount, depending on its monetary status (DMO, 2019). 
Secondary market in the UK
As opposed to the primary, the secondary ones are "second and second markets every next hand ". Through them, the issuers do not raise capital but perform two main functions, through which they rebound on primary markets: 1) Increase liquidity considerably of the securities traded on them and thus facilitate their issuers in the sale of new ones emissions in the primary markets. 2) The real prices of the traded securities are formed on them and hence of the issuers themselves. By "fixing" the prices of the securities, they predetermine the prices of the new issues in the primary markets (K.Matthews & F.Mishkin, 2013).
On the secondary market, financial instruments are traded between investors. Secondary markets are traded on stock exchanges, with end investors using the services of brokers for which they pay a commission. In the United Kingdom, the stock market is London Stock Exchange (LSE). The stock exchange is private and one of the oldest in the world, founded in 1571 (Wikipedia, 2019). Typical of private exchanges and that they are self-regulated, i.e. they themselves set their trading rules. The securities that can be purchased on LSE are: Ordinary shares bonds, including retail bonds, derivatives, exchange traded funds, debt Securities and many others. Players in secondary markets are investment banks and individual investors. (LSE, 2019).
Secondary market treasury bills are issued weekly through an auction bidding procedures that may be competitive or non-competitive. From this market can still be purchased gilts and corporate bonds, as their value varies depending on the issuer's solvency and interest rates. This means that the lower the overall interest rates, the higher the bond prices (team, 2019).
In its annual report of March 2017, New Financial forum reports that, the value of corporate bonds together with listed companies is four times greater than the amount of bank lending and equals 6% of GDP (Wright, 2017). By 2017, the capital of the companies in the UK is more than £300 billion, thanks to the bond, credit and capital markets. It is also noted that 40% to 80% out of the activities of the capital markets are carried out in the UK, with investment banks playing a leading role, as help investors to manage risk and connect buyers with sellers on the secondary market (Wright, 2017). 
Britain's vote to leave the European Union in 2016, also adversely affected treasury bills. After the vote, the yield on government bonds was negative and lost 52 million pounds. The British Central Bank was forced to cut its interest rates and buy more gilts, the only secure investment that can encourage vendors to spend their money (BBC, 2016).
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